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FROBABLE DEVELOPMEMTS IM CHIMA,
EUMMARY

Indrod wclory Note: The purposs af the follow-
ing discustion i3 to presant probable develop-
mentzs ln Chins which will affect 75 Interesis
durring the next ¥ ta teelve monthe,

1. Communlet mililary forces are capabhls
ditring the summer monthe of 1949 af destroy-
lag all pemblancs of wnlty 1n the Matlopal Goy-
ernment of China; and before the year ls out,
the Communlsts will have formed a central
povernment which will seeds Internationdl rec-

ognltion,

2 The U5 cannol peverse or eignificantly
check this course of events, nor 18 there any
proapect that the Soviel orfentation of the
Chinses Communists can ba altered in the im-
medlats futore. However, during the coming
months, developments o Chlna will ralss g
number of problems oo which the U5 may
elther take action advancing, or aveld acton
compromldng, its Interests |n Chins and slse-
where. Chlsf ameng thess are the formation
of n Communlst central government claiming
international recogniilon, Communist aims
regarding Talwan and Hong Kong, the Com-
miinist nesd for forelgn trade, and US aid to
antl-Communist groups in China. In sddi-
tiom, U5 Interests probably will be affectad ad-
versaly by the expansbon af Communist influ-
coce throoghout the Far Fast, particulacly if
i Chinese Communist repime galns seats on
tie Far Eastern Commission and the Allled
Councll for Japan, and scqulres Chion's
elalms regarding a fulure Japaness peacs
treaty.

3. The government o be organized by the
Chinese Communizsts will be prociaimed ps &
“ocalition,” bat actually will be a Communist
dictatorship. In forelgn affalrs the Comemu-
nlsts during the coming months will continoe
o be solldly alipned with the USSH  The new

will hooor the Blmo-Sorvlet Treaty of
1945 and its attlitude in internationa] relations
will be poverned by the Moseow Was Tt wdll
probably maintein an unfriendly attihade bo-
and all other gov-
ernmentis that lmpede the world Communtst
movement, a5 well as denounee China's exlet-
ng international agrecments with thoss pov-
ermments.

4. Communist armed forees, now decldnely
superior ta the Nationallsts will continie thels
program of arca-by-area soquisiton Ther
are capable of ellminating all effective military
reslstancs (A the south ssuthwest, and nocth-
wast by the and af 1850,

5. The Chinese Communiste will probably
not be faced with serlous food shortages dor-
ing the next year. Some progress will be
made in reviving transpartation and industry,
and the Communists will have & relalively
stable currenay. The Communists’ prinsipal
economis problem In the coming months will
be that of aequiring petrolenm, machinery,
and perhaps cobtom.  There L Uttls peaspect
of zubstantial Sowiet ald, and demestls e
sources must be supplemented by these essen-
tial lmparts. Therefore, China's economile re-
covery during the next year will probably de-
peod on mchive Western trade and clase thes
with oceupied Japan,

Heds: The lelelligence orfpanizaliong of the Depariments of Army, Havry, and the Alr Force
bawve concurted |5 Lhis freport) for a dissent of the Intelllgenss Ofginizatlon of the
Department of State, see Enclogure A, p. 21. This report eontaing bnformathon avall

abée o CLA as of 2 Jane F94R
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PROBABLE DEVELOPMENTS IN CHIMA

Introductory Note: The purposs of the follow-
ing discusslon is to present probable develop-
ments in China which will affect US interests
during the next gx to twelve months

1. Imminent Problems for the US Arising out
of Developments in China,

The Chinese Communist armles have the ca-
pabllity, during the summer months of 1549,
of completing their campalgn in the Yangizs
Valley, from the eastern border of Szachwan
to the sea, and of dislodging the Nationallsts
from Canton and other ports on the southenst
coast during this same period. Their milltary
operations In this willl all sem-

uge In Talwan, southwest and northwest

Chins, or in Aight abroad.  In labe summer or -

early autumn, the Chinese Commumist Party
will convoke & Political Consultative Confer-
ence to form and proclaim a Communist-con-
brolled government for sll China befors the
end of 1949. At that Hme Communisi Chins
will cantaln more than half of China’s people,
nud.ﬂnntmhnhﬂlntﬂh:‘-tuﬂhm
at least the larger part of its most productive
arcas  The Communist Government then will
ek recognition as the national Eovernment
of China,

The US cannot reverse the courss af the Chi-
ness elvil conflict nor induce the Chinese Com-
munists o modify thelr lntenbon to establish
8 Communist dictatorship over China. Also,
there It no that the U3 can alter the
Sarviet orientation of the Chiness Communists
ln the immediate future. During the next few
months, however, there will be & number of
developments in China affecting US interests
such ns: (1) possible incidents Involving US
armed forces, officials, and nationals: (2)
sharpening of the Communist-Nationalist
struggle for Talwan, where U5 strategic inter-
ests are involved; (3) Chinese Communist de-
Elgns on Hong Eong and Masas: (4) US aid
to anti-Communist groups o China; (5), the
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Communist need for forelgn trade; (6) the es-
tablishment of & Communist centra) reglme
seeking International recognition, and: (7)
the expandon of Chinese Communist infiuence
throughout the Far East

It is kmown that the leaders of the Chiness
Communists dedre International recognition
for thelr regime, and that they also desire
commencial relations with the West and with
Japan These facts may permit the US, In
the course of the next several manths, either
to take sclion advancing or to mvold mction
compromising certaln of Its Interests in China
and sleewhere In the Far East

a. Possible [neidents,

In fring upon British warships In the
Yangtre, the Communists demonstrated that
they are prepared Lo risk reprizals in arder to
substantiate thelr promiss to protect China
from “ilmperializt " The Chlness
Communist Party (CCF) undoubtadly galned
face within China and elsewhere in Asia by
this action, and [k 15 possible that the Commu-
nists will again take advantage of any oppor-
tunities which arise for milltary nction sgainst
foreign armed forces. The opportunitiss for
local incidents Invoiving foreign officials and
nationals have become much more numeraws
with Lthe CCF occupation of major cities—as
suggested by the forced entry of the US Am-
bazsador's residence by Communist soldiers
during thelr occupation of Ined-
dents involving the mistreatment of foreign
nmationals and the destruction er selrure of
foreign property are likely. If the Communist
ngimethnuldrquu!..mdhrﬂuuﬂrmgm-
tion, It is highly probable that such incidknts
will multiply, with CCP connivance. If the
US should extend further suppert to the Na-
Uonalists, such Inecldents can reach ssrlous

propartions.

b, Taiwan.
There is no doubt that the CCP desires to
extend its control aver the island of Talwan.

=
B
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¢ Western Possessions of Hong Eong and
Macao.

island will become more sharply draws 1o the will almost certalnly impel the CCP to
near future, when Ealghek and hls Mlh:rttwnﬂthhmhu'mum
Natlonatist followers will be forced Lo estab- tuguese Macas. The Britlsh Government,
Lsh beadquarters there determined Lo defend Hong Eong against
The OCF 15 not capabils, at the present time, Ppossible Communist military assault, ls dis:
of succestiully an patching considerabls relnforcements to the
operation Talwan, In the-pert few colony, thus reducing its capability to meet
mouths, howerer, the CCF will not only ac- miliary commiltments In Europe and elss-
quire the mainiand coastal ports and where and o maintaln s stratepic reserve in
o make such an possible but alss Oreat Britain, In addition, the UK Iz seek-
will be able to infiltrate the lsland, attempt to  I0g &t least moral pupport from the US for its
subvert Natlonallst officlals thers, and exploit Hong Eong defense plans. However, Com-
the widespread native resentment of Matlon- munist milltary action against Hong Eong
alist rule These developments will improve  and Macao, whils possible, is not Lkely. Itis
CCF chances of taking control of Talwan  more probable that one of the early acts of the
The Communist-eontrolled regime certalnly Comimunist regime will be that of Initiating
will assert soverelgnty over Talwan, and the diseusdons with the British and Portuguese
leaders of Talwanese native groups In time governments In regard o the transfer of au-
may ruppart them in that clalms. While eivil  thority In Hong KEong and Macss, If the UE

plficantly mecist the Hlﬂmwﬂhhnld?lr;
Talwan, any more than such ald has helped
the Hatlonallst cause on ihe mainland of
China. Talwan's economis problem is prin-
cipally that of Natlonallst ineficlency tn man-
agement, not deficlency in resources; and ex-
tensive stocks of milltary squipment are al-
ready stored on the lsland Furthermore,
such an ald program would malke it difficult,
it mot impoasible, to establish normal diplo-
matic and consular relationships with the
Commurnists, In the event that the U3 should
decide on & palicy of recognltion of & central
government established by the Communists
an the malnland.

and Forfugal should withhold de facto recog-
nition from the Communlst Government, or o
somne obber manner refuse to enter Indo suckh

thereby depriving the UK (and indirectly the
UE) of & valuable but vulnerable Far Eastern
naval base, appears probable, but oot within
the calendar year of 1949,

31
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& US Aid to Anti-Communist Croups.
The US is the best avallahle goures for the
small arms, artillery and ammunition desired
by the remalning anti-Communict forees, and
it may be anticipated that such forees, indi-
vidually or in the name of the Natlonal Gov=
ernment, will appeal to the US to supply such
materlsl However, major and-Communist
forces controlled by Chiang Eal-shek, Chang
Chun, and the Moslem leaders of the north-
west, Ma Pu-fang and Ma Hung-kuel, even
now are located either off the mainland or in
Lhe wreat of China In addition,
there ix some doubt as Lo whether any of those
forces, except those of the two Mex, could
usefully employ further TS ald Chiang's
forees on Talwan already have exteneive mill-
tary aod economie resources. Chang Chun's
famces In Szechwan do pok need economic aid.
Moreover, It Is improbable that military ald
to thess forces can prevent the Communists
from extending thelr contml over Bzechwan
at any times they choass to do eo

The Mas of the Northwest (the provinces
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way of the bulk of US aid supplied to txs
Hatlonalists in the past—io the Communists
Ald of the type and proportions extended
bhitherto Lo the National Gowernment, at
best, gould delay but will fall to prevent the
extension of Communist rule through al
China, :

A further consideratinm = the continme ties
of U3 ald lo Nabooalisi China, as providsd
for in the Chins Ald 'With- Ha-
tonalist-held areas soon to be Lmited to Tal-
wan and the western provineces of China, it
will be difficult Lo justify the US program on
humanitarian grounds as ald to the Chiness
pecple s & whole. Thus the US would be
come loereasingly viloerable to Communict
propagands atfacking (he US ald program as
designed solely to bolster and prolong resist-

_ ance on the part of anti-Communist remnants

ummmmmmumm.

advantapes of focbldding terraln,
organization, and hardy troops, are lo the
strongest defensive position of any of the -
malnlng antl-Communist forces In China.
Moreover, on the basls of past performance,
the Mas, as compared with other anti-Com-
. munist groups, would make the most effective
use of any ald which they might be given,
However, thelr bases in the provinces of
Tsioghal and Ninghsia are the most difficult
ta reach with U35 ald, which probably would
have to be transporied by alr. The Northwest
arca bs self-sufficient in food, and may hold
out for several years even without US ald,
elther becapes Lhe Commisniets will be relus-
tant to attack or will favor its development as
a buffer agalnst the expansion of the USSR
lnto China through Sinklang.

Crrert T8 ald to anl-Communist forces In
Chins would compromise ihe malntenance of
narmal diplomatic and commerelal relations
with the Communist-contralled regime, in the
event that the US should choose Lo follow a
policy of recognizing such & reglme.  Further-
more, US military aid to any antl-Communist
forces other than the Mas, might well go the

SEC
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e. Commumnist Need for Forelgm Trade,
Communlst lmport requirements provids
Lhe TS wilh & possible weapon epuinst Come
munisi China, Depriving the Communisis
af eszenflal Imparts would relard the rehablli-
tation of China and increase the economlc
difficulties that will confront the OCF. Bome

tained in quantity only from the T3 or UK
The USSE, without soms pcrifless in its do-
mestic . Will be unable to supply many
kinds of equipment, will provide loferor
goods [n other cases, and will probably maks
heary demands oo China in exchange for ks
assistance,

The cantrals to be used would probably not
be effective If they were 5o severs as to be In
fact an embargo. It s doubtful If the US
could arrange for eoncerted support for an
embargo among Lthe Western Powers, and the
Communists would galn sympathy and sup-
port within China by representing an embargo
as “Imperiallst® persecntion. Limiled expar
controls on sslected commodities such as pe-
troleum and capitzl goods probably would be
acceptable to the UK, which has the largest
cconomic interests of any Western Power ic
China, and would probably serve US purposes
Just a5 well as 4 complets embargo. .

T
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On the other hand, there are sdvantages the
US may galo from free trade with Communist
China Quid pro queo concessions, such as
regularization of the position of US consulatas
in Communist-held areas of China, might be
obtained. The promotion of commence be-
tween Communist China and Japan, further-
more, in addition to belng valuabls to Chins,
would slgnlfcantly assist Japan sconomibcally
and thereby reduce the drain of TS support of
the Japaness asonomy.

{- The Commaunisd Derre for Infernational
Recognition,

The Communist-controlled regime will seck
International recognition s the Watlonal Gov-
ernment of Ching as soon as It Is formed and
proclalmed—an event which will probably os-
cur near the end of 1949, The attitude of this
regime toward the US will be unfrendly, if
oot frankly and actively hostile.  For the pur-
poses of this discussion, it Is assumed that the
U5, when confrooted with the Communlst
regime’s request for recognition will purgue
one of thres coursss: (1) non-recogniban, Ls
nelther de feclo nor de fure recognitlaon for an
indefinite period; or (2) Immediate de jure
recopuition, which ths Communists presorms-
biy desire; or (3) delayed de furs recognition,
&g, carly de facio recognition, but a delay of
several months to a year or more In according
de jure recognition. The consequences of
each of thess three courses of action are esti-
mated briefly below,

Obvigusly, the International act of granting
of withholding recognition would not effect
any genulne change in the ideological hostil-
[ty of the CCP toward the non-Communist
world. Bo long as the Chiness Communisis
regard the USSR as the leader of world Com-
munism, and the USSR regards the US as its
principal eoemy, the conduct of the CCP
toward the U8 will continue to be govermed
by the International Communist line, &z pro-
mulpated by the USSR

(1] Non-Recognilion.

For the US to refuss recognition to & Com-
munist China would entall & number of un-
favorable consequences. ‘There It no prospect
that the Wationalists can be restorsd to au-
Lthorily ower any large part of China: the MNa-

S5E

tionalist jeaders, their authority progressively
restricted Lo their place of refuge, are doomed
Lo exile or extinction. In addition, it Is lm-

and because de focto recognition has been as-
soclated In Chiness eyes with the 1911-27
pericd of warlordizm. Immediate recogni-
tlon, however, would not alter the basic hos-
Hlity of the CCP toward the U3, and might
even encourage the Chinese Communists in
their arrogant and intransigent abtitude
loward the US and toward other powers which
followed the US lead, perhaps to the extent
that they would follow the Soviet lead in
restricting the nwmber and locatiom of US
consular offices, parlicularly in Manchuris
In addition, lmmediste recognitisn would
probably oot cause the Communlsts to with-
draw thelr threat to repudlate existing Sinog-
US treaties, or to refrain from obstructing US
policles on internatisnal lssues such as the
Japanese peace gettlement.

T
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{3} Delayed Recognition.

Should the US delay, for & period of several
months to s year or more, 1o aecording de fure
recogmition to the Communist regime in
China, some of the disadvantages of bath

alss afford other Western governments an ép-
portunity to bring political and economie pres-
sure on the Communist Concerted
sction by Atlantlc Pact powerd, which have
iodieated & desire to malntain & comembn

lollow,

playing oo power againat mnother,

The CCF has Indicated itz intersat In undt-
log one billion Orientals in 8 Communist Asia.
To this end, the CCP Industricusly propagates
the wiew that Commonizm s lnevitable in

prestige of Communizm will increass enor-
mously a5 the CCF exiends Its control over
all af China

(1) Japar and Eores,

The CCF has stated that China and Japan
“ean and should establish close friendship”
and has warned that Japan must conclude &
pezce freaty with s Communist-tontrolled
government of China. The CCF iz attempt-
ing to open trade with Japan, and the Jap-
anese Communist Party echoes the CCP line
that only “demoeratls™ forces can successfully
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conduct commercial and political relations
with China In EKorea, the CCFs successes
have contribuled greally to the confidence of
the North Korean regime and bo the feeling of
defeatism in the Reputile of Korea. Through
Its relationship with North Korean leaders, the
OCP s capable of providing spnificant mill-
tary and economic ald to North Eores. The
of South Korean leaders to offset
the development of such an adverss trend has
largely passad and it now eppears that South
Eorea can do Uittle to forestall poch & develop-
ment. Recogultion by the Western Powers
of the CCP's reglme would be to the advantage
of Communist Ching both politically and eco-
. Insofar as It permitted trade be-
tween China and Japan, De fure recognition
would give the Chiness Conimunists further
opportunity to clalm seats on the Far Eastern
Commision and oo the Alled Counell for
Japan, as well as weaken further the position
of the Eorean Republic's povernment

(2} Southeart dria.
The CCP I extending its Infiuence Lthrough-

'mmmmwmmm-uh
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native independencs movements, by denoune-
ing “reactionary™ colonlal gpovernments, by
threatening “fascist™ pon-colonial povern-
ments, and by promising protection o over-
geas Chinese communities De jocfo mrecog-
nition of the Communist regims by the Weat-
ern Powers woulld tend to Increasse the politi-
cal and economle influenee of the OGP in
Southeast Asia, To withhold de fure recogni-
ton would make the CCF's work In Southeast
Asin pomewhat more difffeult, bul the govermn-
ments and the Chiness overssas communities
in that area would pay Uttle heed to such a
legalism. The Chinese eommunities will tend
to orient themselves toward the CCF as it ae-
quitlres gontrol of China although there may
be sipgnificant resistance elements among the
overseas Chiness., Likewize the governments
in Boutheast Asia will adjust themselves to
these new clrcumstances, whether for accom-
modatbon or resistance. The OCP will prob-
ably not employ military force to galn its ob-
jectives in Southeast Asla and [t has no sig-
nifizant economie resources with which o
mansuver. I[ts success in Chine, however, il



B 5E

ORE 45-4Y Probable bevelopments In China, 16 June 1949
5 (Continued...)

T

permit strong and unremitting political pres  tlonalist leaders and forces refuse to cooper-

sure on Southeast Asia.

2. Polificol Sitvation.

a. Commtnisf Ching.

(1) Exiension of Conirol

(a) Presend Exfeni of Communist China.
Communist Ching now s divided into slx 2d-
minlsirative areas: (1) Northesst China, hav-
Ing an Administrative Counecll bul ax yei Do
"People’s Government™; (I) Inner Mongolla
with an Inner Autonomous Gov-
ernment: {1) Morth China (Hopeh, southesst
cormer of Chahar, eastern Shansh western
Bhantung) baving & Horth China People's
Government; (4) Ceotral Plalns (Honan, most
of Anhuel northesst corper of Hupeh) with a
Central Plalns People's Govarnment; (5) East
Chins (Eiangsu and eastern Shanlung) wilh
a3 yet oo People’s Covernment; (6) Northwest
Ching (western Shansi, eastern Shensi, east-
ern Sulyuan, eastsrn bps of Eansu and Ning-
Ela) with as yei oo People's Government. The
Comrmunists do pot yet have & central gov-
ermment, 5o thal whatever centralized conkrol
there iz, I3 exerclsed by ths Central Commit-
tee of the Chiness Communist Pacty, at pres-
ent located lo Felping.

(b)) Intended Exfent of Communist China.
In itz Hew Year's Message for 1049, the OCP
slated that iis armies would eross the Yanglee
in 1849 nnd that the Party would convoloe &
Folitleal Conmultative Conference to form
and proclaim a Communist-coantrolled gov-
ernment.  Without pretanding Lhat this gov-
ernmeni would sctually control all China by
the end of 1849, the OCP statement stromgly
implled that the new regime would nonethe-
tess seek recopnition ms the national povern-
ment. Subsequent statementz have reiter-
mted that It s the OCPs firm iolenilon fo
ertend its conlrol over all China mnd to de-
stroy all significant politlesl and military op-
position. The CCPF has announced that, In
the interest of preserving the manpower and
material resources of the nation, it prefers to
pegotiate a peaceful transfer of military and
political power wherever possible; bt that the
Communist armies are prepared to effect such
transfer of power by milltary force where Ha-
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ats in & peaceful transfer of power.

" (e} Lack of Popular Rerlitance. The re-
sumption of the military offensive by the Com-
muniet preades has forced the CCP Lo offer the
war-weary people of Chins some justification
for this action. Befors and during the April
peace pegotiations in Pelplng, the OCF re-
peatedly aceussd the Hatlonalists of Insin-
cerity, at the pama (me clalming that the-
peopls of China did not desite an uncasy
truce with the Yangtze as a boundary-line
In thelr order to continue the drive into Bouth
Chins, Chalrpan Man Tee-tung and Com-
mander Chu Teh again accused the Habtonal-
ists of pcgotisting only to galn time for &
comeback designed “to destroy the revolu-

can persunde the people of Chloa that the
Communists are everyihing they pretend to
be, the bullke of the people in Hationalist China
are probably not dismayed by the prospect of
& change of government, and may even wel-
come the prospect of Communist rule, belley-
ing that it will bring & grealer degree of
socurity and & lesser degres of exploliation.

(2) Tramsfer of Polifical duthorify,
(a) A New Cenfral Government, Because

of China, decisions on the question of inter-
patipnal recognition of such & government
thiss far hawe been posiponed. Diplasmatis
afficials ln Nanking and consular officlals else-
where |n Communist China are regarded by
the local Communist suthorities as privats
cltizens rather than &i Lhe represenlatives of
thelr povernments. This situablon iz likely to
continye untll the proclamation of & Coms
munist-controlled governument, at which time
the gquestion of de facts recogrition will mrise.
For the pext few months, the CCP will be
absorbing large numbers of lower and middla
echelon Natlonal Government personncl—by
far the greater past of these officials stay on
the job—thus avolding & complete break in
conilnulty with the ald arder. The CCP prob-
ably will take Lhe stand that, if foreign powers
wizh to continue operstions in China, either
through officlal representatlves or as private



citizens, they must give at least de jacto recog-
nition to the reglme.

(b} The “Coalifion™ Pafern The COP
has promised 1o convoke n Political Consulta-
tire Conference (o 1549 to form and procialm
& "coalition™ povernment Ths Euamintsng
a3 & Party will be excluded from this Dew
“ecoalltlon ™ The OCF has frankly siated that
the Intended “coaliton”™ will b
“under the firm leadership of the OCP." The
cancept of “coalltion™ dulmlmut‘h.hrm
concept of Chalrman Maao's “oew
mmmmmmmmm
today’s “capitalist™ society to the latsr “so-
clalist™ gnclety, [n structurs, the “coalition™
will Include three major blocs: (1) the OCF;
{2) pon-Communist “democratic parties
which follow the CCP Ine, such s the Desmo-
craths League and the Kuomintangy Revalu-
tionary Committes and; (1) “democratic els-
ments™ oocupationsl and funetional groups
which Invariably smapport the CCTEs position.
While this government will permit some de-
gree of popular participation in the elsstion
af representative bodies, all real power will be
concenlratsd In the CCPF, whose funciion It Is
to Sgulde™ the backward masees

{c) Political Conpuliafing Conferonce, The
Political Consultative Conferenmce will be the
medium for creating & new constitutiona) sys-
tem and for obtalning some degres of domes-
tle smnction for the new reglme. just az the
Politieal Consuitative Conference held In 1546
wis A& symbol af potential Matisnal uanity,
The Chinese Communist Party will convoke
this Conference in ita own pame and o the
name of minority partbes and [asetional
groups which follow the Communist Hne, prob-
ably in the late summer or early aotumn of
1949, after they have consolidated thelr con-
trol of the Yangizs valley. It I5 not known
whether the Confersnce will consist of & few
doten or several hundred persons; o either
case, the Communisis will control 1t firmly.
The Conference will either draft and ratify &
constitulion, or, possibly working through &
committes established for that purposs, draft
A constilutlon and st a date for elections to
i “constilutional convention™
event, promilgation of the comstitutien and
lormal establishrment of & constitotional gov-
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emment would be delayed until 15350, In any
case, the Conference will simply be & rubber.
stamp eonpress summoned Lo approve {6 the
name of “the people” palicles predetarmined
by the Communisis whils [is constitotion for-
mally providing for warlous rights will, s
fact, bestow no rights which the Communlsis
ecannat taks awny.

{d) Domestls Sanction for the New Order,
In ordér o galn domestic saneton for the
Communisi-controlled regime, the CCP, In
conjonetisn with the Polibles) Consliative
Confersnce, will probably explolt the alleged
afinities of Communist docirine and practice
with the theories of Bun Yat-sen, gensrally
regarded within Chins as the “father™ of the

The CCP clalms that Sun's famous
Thres Pecple's Prinsl de-
mocracy, Urelihood"—have been more closely
followed by the Communisis than by the Euo-
mintang. It polnts to Bun's advocarsy, In the
1820, af "zilancs with the Boriel Unlon alll-
ance with the Commumnicts allinnes with the
workers and " Tha CCPF may alsm
clte the 162437 perlod, when the Communisis
were ndmiited to the Evomiotang by Sun
himself, and inslst that cnly the OCF has by
earried out the terms of Bun's will by ushering
In the constitublona]l stage of government
which he demandesd. The OCF will by ne
means delfy Bun Yal-sen but his tradition
cif be very ussful (5 emoothing the Party's
path

(1) Foreign Reladions.
(&) Sims-Afian.

(i) fapan ond Korea. The CCF, ln a
broadeast attempting to influence the Jap-
aness elections of January 1949, stated that
China and Japan “can and should estabilsh
close friendship,” and polnied out that Japan
must canclude 8 peace freaty with & Com-
munistcontrolled povernment of China and
establish economle and politieal relations with
it. More recenily, the OCP has been atlempti-
lng to open trade with Japan, There b little
doubt that Chins will Fxsrt sconomic prassure
and political lofluence on both Japan and
Haorea, peasibly with a vlew to subordinating
those countries bo (taslf In & Communist Agis
The OCF maintains close relations with-Com-

ET
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mundst leaders in Japan and Kores, and there
is reason to belleve that at least gome of those
leaders are orienled ms much toward Com-
munist China sy toward the USSH.

(1} Southssst dmia. In recent mooths,
the CCP: (1) has told the Indonesinn Repub-
lcan jeaders that they cannot succesd with-
out Communist leadership; (2) has denounced
the Britlsh and French governments for thelr
lﬂﬂuﬂhmmmm

and (3) bas threatened retaliation agains

throughout Southeast Asis, pressures upon the
colonlal gorernments concernsd, and infiu-
ence within overseas Chinese communiides will
certainly ineresss as the COP extends [ts eon-
trol throughout China and obtalns Iotema-
topal recopnition of I "coalition™ govern-
meat. However, the extenslon of OCP Influ-
ence in coutheast Acia will not be unoppossed,
because of the desp-seated fear of “Chinese
Imperialicn® ln thess countries

(b) Sias-Sovisl. Chiness Communist rela-
tions with the DS5R should continoe bo be
extremely cordial. In major policy stale-
ments of the past year, the OCF has endorssd
the Cominform's denunclation af Tita, called
upan “revolutionary. forees" throughout the
warld to units under Sovlel leadership agalnsi
“American lmperfalism™ and promised that
Ching will be the ally of the USSR In any
Weat-provoked war. The OO tactical pro-
cedures have found orthodox justification in
Lenin's and Stalin's expositions of the princi-
ples governing “colonial™ revolutions, and the
CCFP k& now bringing its policles more nearly
into accord with Lhose of more “advanced”
revalutions. There are polots of potential
conflict betwesn Lhe USSR and the CCP—such
&s possfble Sovicl Inabillty to mssist in China's
industrialization, Soviet designs In China's
border reglons, the CCP's Intenticns toward
Communist movements in Asia, and the gen-
eral issue of subservience to Moscow—bul
none of these lssues peoma Lkely bo cause
serlous frielion In the near fulure The
“coalition™ government will certalnly give the
USSR preferential status In China, perhaps
by expanding the Blno-Soviet Treaty of

SEC
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IMS—which the CCP has repeatedly en-
dorsed—Uo provide for & high degres of mili-
tary and ecomomle lntegration between the
USSR and Chioa's border megions. For the
prezent, OCP leadership appears genulnely to
Feel that China's best inleresis will be served
by close SBino-Soviet cooperation

() SinoD8.

(i} *“Trelforous™ Trealies. The CCP posd-
tlon, in regard lo treatles concluded by the
Hatloos] Government since early 1948, has
been that such treatles were concluded with-
out the knowledge and consent of the par-
Hes—among them the CCP—participating in
the Politlcal Consultative Conferense of 1946,
and that the OCF therefore does not recognize
thelr walidity and “absolutely will not bear
eny obligation™ for them The CCPF has
stated that ~all those (treatles and agres
ments) detrimental to the Chinese people and
nation, especially those which sell cut na-
tional rights, should be sbrogated, revised or
recancluded, according to the clreumstances,™
The Sino-Soviet Treaty of 1945 has besn spo-
clfcally excluded by the CCF from those trea-
ties which “sell out pational rights™ The

nomie and military ald to the Nationa]
ernment and the statloning of U5 mrmed
forces ln China, ‘The CCP vicw appears to be
that, firgt the post-1946 Sino-Amerlean trea.
ties wre “traitorous™ slmply becauss they were
conciuded 'with the US, the principal enemy
of world Communlem, and, second, that US
economls and military ald o the Mablonal
Government was employed principally in the
struggle against lhe Communists In addi-
Hon, the CCP has indicated itz intention of
repudiating the existing Sino-US “Trealy of
Friendship, Commerce and Navigation™
(1948}, on the groinds thal this apreement
is an Instrument of TS “imperialism™ in
China. In order Lo develop Lrade with the
U3, bowever, the CCP may come o see the
desirabliity of negollating & new agreement
of thls naldre.

(U} The USaran Enemy. As Lhe COP hos
preclalmed the USSR as China's principal
friend, the U35 has been portrayed sith equal

T



SEC

fervor as China's suistanding enemy. The
CCF has represenled the US as the leader and
supporter of all “imperiallsi™ aod “reaction-
ary” forces in the world, as forcing “iraltor-
ous™ -treaties upon Chioa Io exchange for
financing the Natlonalists in the civll confilet,
a5 directing the milibary operations of the MNa-
tonalisis and them to reject the
Communist-dictated “pesce agresment,” and
a3 plotdng with forces inglde and outsids
Chine to destroy the OCP and keep the Orlent
in permanent gdavery.

While the OCP has understandabls grounds
for resenting the U5 contdbution to the Na-
tionallsts" military operablons, the CCP's pres-
enk anb-Amecicanien is primarily dictated by
the oppasite CCF and U8 pastions regarding
the USSR and world Communism. US ofelal
mepresentatives and private cfizéns In Com-
munist China, although not subjected ta
physical violence, have been restricted Io thelr
morements and 1o the discharge of thelr con-
sular, eommercial, or educational functions,
while the CCPF s exploliing the TS loss of
prestige in China and enhancing (ts own pres-
tge by an Intmansigent atiitude toward the
Western Fowers. The “coalliion™ govern-
ment will presumably lovite T8 recognition
and sitempt to conclude commercial treatias
with the US but the CCF can be expected to
glre aggreszive support to Sorlet and atelifts
diplamacy, to continue ks vigorous and (rre-
sponsible ankl-American propaganda, to bring
pressure upon the US o withdraw Its assist-
ance Lo Hallofiallst remndnts on Talwan and
to make the work of US diplomatic missions
difficult. At present, there ks Uitlle chance af
arlenting the OCP away from the T53SR.

(d} Other Foreign Relations. The CCOP
has adoplted an attifuds toward foreign gov-
ernments hostlle In proportion to the degres
that these governments are Impeding the
world Communist movement, regardless of
whether such governmenis have or have not
supparted the Nationalists in the Chiness eivil
conflick. The fact that the UE has been of
ervice o the CCP, in affording sanctuary
ind an operating base to OCT leaders in Hong
Eong, did not restrain Communist forees from

ORE 45-4Y Probable bevelopments In China, 16 June 1949
5 (Continued...)

pate profitable commercial relatlons wilh the
new regime in varying degress. A the same
iime, the governments of most Common-
wealth and Atlanble Pael nations have ad-
mitted the desirability of maintaining & united
front on the gquestlon of recogritlon

b. Natisnalisf Ching.

Natlonablst Chins bs virtoally bankropt and
the Natlopal Government s in iis death-
threes. The process of disintegration and
[ragmentation & so far advanced &s to render
almnst Impossihle the establishment of a
functioning government or even & loosely of-
gunlzed coalition capable of offering resistance
Lo the Communisis,

The National Government no longer func-
thons as an organized adminisiration even oo

W
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a regions] basis. Since Chlang Kal-shek's re-
Urement from the preddency In January, thers
has been litle evidence of leadership or cen-
tral direction of the Government (Acting
President LI Tyvang-jen has little power and his
efectiveness has been [Hile preater than that
of & wellineaning warlord) The Exscubive
Tuan has ascomplished little for months: even
the baslc minisirles are Umplng along ineffec-
tually, The Legislative, Control and Jodislal
Tuan in Canton are rump organs with dight
influence. Politieal power is largely In the
hands of provincial or reglonal bodles, Tax-
ation and other bage governmental functions
are localizad

The Hationallst split into factions headed
by Chiang and Ll has hastened the pmcess of
disintegration and fragmentation. Although
Chiang retired as President without resigning,
he has eomtinued to control armies, military
and Anancial resources, the secret police, the
party apencles, and many leading oficials
Acting President L{ heads the Gov-
ernment, but, in his wealmness and frustration,
has done littls else than condoct the abortive

enifi-
Houe his pominal Jeadership of the Canton
Government untll Commuonist pres.
gure compels Nationalist leaders to seek refuge
elsewhere, at which time Li will probably try
Lo maintaln & government in Southwest Ching

Chiang Kai-shek controls Talwan and ad-
jacent areas on the southeast coast, and has
a diminiching Influsnee in the southwestern
provinces. Chiang has been transferring Na-
tionalist resources systematically Lo Talwan,
which Is belng prepared as the final refuge to
which many Nationallst offelals in Canton will
flee when the city is threatened by the Com-
munists Large numbers of refugees from
mainland China are already In Talwan and the
provincial sdminictration 1= headsd by
Chlang’s appointee, General Chen Cheng, Al
though Nationallst rule i increasingly un-
popular with the oppressed, unorganized na-
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tre papulation, the Nationalists probably will
be able to malntaln a regime o Taj-
wan for at least the remainder of the year
1949, The major threat Lo their position will
come from malnland Communist forces rather
than from the local people.

As In the recent past, the National Govern-
ment’s forelpn relations during coming manths
will be dominated by lssues concerning the U5
and the USSR Hationalist China has de-
pended greally on U3 economic and military
aid, which still cemtinues In diminishing quan-
UHes, although oo foture U8 military eommit-
ments are in prospect. Despite repeated fad.

Government and Nationallst regional regime
will continue their appeals to the U3 and clalm
that such aid will be used to resist the Com-
miinists

Lo Talwan, the Kationalists have an impar-
tant barpaining polnt. Aware of U3 interest
in that istand, they will present themsslvesasa

means and the sole means of prevent-

Ing Its communization, and will offer various

Inducements and assurances In return for U5

ald and T3 moral support for & reglonal Chi-

Dese reglme.  They will also argue the legality
" of such & Chiness adminlstration despite the
fact that Talwan's status has not been formal-
Eed by cooclusion of & pesce treaty with
Japan,

The National Government will strive Lo keep
Itz International status desplie by growing
weakmess. Depending chiefly on what future
Communist policlas may be; that status might
not be serlously challenged for several months
and forelgn recognition of the Nalional Gov-
ermment will probably continue & loog as it
stays in Canton,

Eal-shek and other Nationalist lead-
ers are emblitered toward the USSR, which
they feel Is ab least partly responsible for thelr
misfortunes. The idea of appealing to the
UN has been seriously considered in National-
ist eircles and (he matter may be brought up
agaln before the Nationalists lose thelr inter-
national status If mads this mapeuver would
ba accompanied by denunclation of the Slno-
Soviet Trealy of 1845, governing the status of
Manchuria and Outer Mongolia. y
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While such antagonistic measures might be
directed against the USSR on the cos hand,
the Natlonal Government might at the game
time effect an apparent mpprochement with

China may turn [ty wrath agalost the US
In Hationalist thinking, the U3 iy rgely re-
spansible for the Talts agresment, and the T3
postwar policy of mediation in the civil war
and Intermiftent Hmited assistivics have fa-
cilitated the Commundst triumph.  Buch fesl-
ings will be Intensified If the US rejects further
appeals for aid and evidences interest In recog-
nizing & future Communist-dominated Chi-
ness Government.

3. Mililory Sibsctisn,

& General Biralegy.

The objective of the Chinese Communlst
forces ls the sllmination of all aati-Communist
armed resistance In Chinae. To stfaln this ob-

jJective the Chinsse Communist Party has em- -

ployed the stoalegy of uslog milliary force &8
a medium of their palitical objectives
Communist control over the remainder of
China will be accomplished by means of an
nrea-by-area program of military sequisition,
dletated to u large degres by the stats of thelr
political preparedness for administering thess
[Ta- L9

The remaining Natlonalist or antl-Com-
munlst forces have now adopled the sira
erﬂﬂn{dﬂﬂlﬂﬂlﬂﬂﬂ!ﬁ.‘ﬂ:ﬂ
the gamne time attempling to deny terrilory to
the Chiness Communists as long ns possible,

b. Communist drmed Forces.

The Chiness Communist Forees poasess guifl-
clent wealth In materdal and manpower to
overcome Bl anfl-Communist remnants In
China, Having already eliminated the ma-
Jority of the best Natlonallst armies, the CCP
Is pow I the process of consolldating Its recent
rirtually unopposed military conquest of the
Yangize valley. In cobseguence Commiunist
arrnles, free o accelerate thelr movements fo
the south and the weal, appear to be headed
toward Ewangtung. As elsewhere, however,
the speed mnd magmitude of thizs oparation
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probably will be limited in some degree by the
abilities of 1he OCF political organizatisn &
sasume the additional administrative respon-
Eiblites

Recent CCF viciorles have brought with
them the new responsibility of protecting sem-
munlcations, urban (ife, and Industry. Conse-

maintain lines of communication

(1} Strengih and Disposition of Communist
Ground Forces,

The Communist forces of
the feld forces mmd mm
now Lotal tely 2,017,000 (see Tuble,
p- 14}, thus glving the o delddve no-
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cblained by defection or eapture at least 38
operational alreraft including bombers, fight-
ers, transports, and ftralners. The wctual
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Recwiis Foaces :

‘ Mew Unif Detigmalion Ol Unif Dergnation Commanders Sirength Areay

A N Rln oy FINRTT. AR Mo

Ind Fleld Army Cenlal Flalos People's Liu Po=cheng 30,000 Yaapits and
Licemtion Am=y Bouih Chins

ind Fleld Army East China Peogle's Chen ¥1 400000  Yamgtze
Liberation Army

dth Flald Army Hortheast People’y - Lin Fas T 600 Tangize and
Liberation Army Horth Chins

#h Fleld Army Horth Chins Feople's Mich Jung-chem 381,000 Horth Chins
Ldbssruilon Arsy

TUndesignnted

- I Bl Cllse 35800 Bowth Chins

Hegular Foroes Tolal LT 000
Isiecwian Fosres: The Peoples Militis 2,008,030

Currvnen Mamicotaisst Tacors: Only the approximalely #0000 troops ln (e

uRlls eousersted abore have

been included Jn OCF strengih. Remainder mre not yei belleved to have been ntegrated into the CCF

order of batte.

Hoter Tha lotal repalars inclodes an estimated 46,800

Eilpiriet and former Hatonallst

Troond
broops of Lhe ex-Netlonalisl 36Lh, 3965, $0th and TTih Armies, and Biih and 119th Dividons with &n aggre-

gals total of approximalely $0,000 troops.

eidered to be grestly ‘There s
oo erldence that Soviet alreraft obasrved In
CCF mreas of Manchuria have besn there In
uny but & translent capacity. Mo Communist
alreraft have been used In the eombat areas
and lack of aviatisn fuel will drastically Liemit
Lthe CCP capahility for alr eperatione

(3] Maey.

The CCF has aequired by defeclion and eap-
lure opwards of 63 Natlonalist naval vessels
The following is & breakdown, as to types, that
may be operational in Communist hands as of
31 May 1949:

For the most part, crews af the cralt
und those of other naval craft which have been
lizabled or destroyed are avallabie to the Com-

S5E

munlsids These erafi, plus merchant ship-
plag which may be captured or otherwlse as-
quired, will provide the Communists with o
growing capabllily for shart over-waler opera-

(4) Logistics,

krsenals, and captured Nationalist stores for
logistic mpport, has now overcome this earller
bandicap, In additlon to substantisl

nese gtockplles turned over Lo them In Man-
churis during 184546, the CCF, having cap-
fured tremendous Nablonallst stocks which
wese ngely US-supplied —now enjoys superd-
ority in materlel over the Nationalists, in
addition, the CCF hay acquired most of the in-
dustrial centers of North and Central Ching—
including the Mukden arsenal, which alone
produced some §0-T0 percent of the tolal Ma-
tonalist ordnance putput. This and other In-
stzlintions taken over by the CCF can supply
all the materfel nesded for future maintand
cperations. In place of horse-cart methods of
supply, the Communists now conirol and nre
rapidly rehabllitating most of China's rall and
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waker transpork net. A north-soulh rail Lne
from Manchuria Lo the Yangtze has already
been opensd, 4

c. Anti-Communist Armed. Forres.

The Chinese Nationalist armed forces, al-
though defeated by the Communists and lack-
ing cobedve command struciure ab present,
were oot beaten by the eheér force of arma
Very few major battles, such as those witnes-
sod o World War IT, were fought. From the
resurnption of Natlonalist-Communtst hostili-
ties in May 1046 untll Bepltember 1648, the
Chinese Communisis employed guerrilis tas-
tics of kit, milo and mn, with resultant minor
but efective nctlons. In September 1948, the
Chimess Comrmunists stormed Nationalist Tsi-
oan, where, much to the Communists' gur-
prise, key Natiopalist defectons brought about
by the dislategration of local troop morale led
Lo the collapse of government resisiance. Tha
debacle ot Telnan established the pattern for
subssquent defections; from September 1944
to May 1045, & rislng wave of mass defections,
sell-ouls, and general unwilllngriess to fght
swept through the Mationallst armed forces.
The defeat of the Chiness Natlonallst Army,
therefore, can be atbcibutsd to in-
termal decay.  Although the strategie error of
aver-extension of forces contributed in part,
the bagle resssns for Natlonalist defeat were,
and cootinue Lo be: (1) army palities, whish
kept militarily Incompetent officers in posi-
Hoos of high command; {2) the personal com-
mand of all combat areas exercissd by Chiang
Eal-shek, which prevented independent tast.
2l action by fleld commanders: (3) acceleral-
ing economic decay, which resulted in inade-
quate pay, food, clothing, and squipment for
the troops; and (4) gralft and corruplion,
practiced by senlor oficers at the expense of
thelr troops.

In consequence of these conditions, Nation-
alist morale disintegrated from Lop to bottom
and Nationalist forces lost the all-important
"will to fight.” Matlonallst armed forces, to-
day, have ceased o be an organized, cohesive
and centrally directed military machine They
now exist as & group of widely scaktered, dis-
organired, and uncoordinated regional anti-
Communist “warlord” foress
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(1] Sirength and Disposiiion of Nofionalisi

Ground Forces.
. The strength of the remaining ant-Coammu-
fist armies in China totals approximately 720,-
000 regular combat troops. [n addition thers
are some 500,000 service Lroops dispersed
throughout the remalning areas of Nablasnal.
ist operation (soe Table, p. 16).

The “combat™ forces listed In the mecom-
panylng table include s high percentage of
poorly Erained and W-equipped provincisl
levies. Not locluded are an wndeterminsd
oumber of local (Peace Preservatlon Corps)

Al present, there are basieally four separate
centers of patantial anti-Communist resistance
In China. These are: (1) the southeast (ln.
cluding Talwan) directly under Chiang Kal-
shek-—approximate strength, 300,000; (1) the
mmunpmﬂn:uﬂ'ﬁmﬂh.ﬂ;lﬂ!.-m‘-

Chung-hel—ap-
prozimate skrength, 200,000 plus: (3) the
southwest, under Chang Chun (pessibly in-
cluding the troops of Hu Trung-nan)—ip-

- proximate strenpth 225,000; and {4) the north-

west, under Ma Pu-fang and Ma Hung-lowsi—
approximate strenpth, 100,000,

{2} dir Force.

The Natlonmalist Alr Foree has from 85,000-
100,000 men and spproximately 1000 aircraft,
of which 600 are reportedly The
polential of the CAF has also been reduced by
losses fhrough defection and capture. Five-
gixths af the CAFs total of 1,000 alreraft have
been transferred to Taiwan Because of
maintenance difculties and cperational se-
cidents only 35 percent of the operational air-
creft are effective. The morale of the air
forces, aithough somewhal higher than the
ground forces due to differences in pay scalss,
s stll very low. Consequently, CCP propa-
ganda has found and continves ts fnd a re-
ceplive avdlence In the ranks of the air foree.

{3} Navy.

The Nationalist Mavy, lately weakened by
the loss of upwards of 83 craft (of which at
least & light crulser, destroyer escort, and a
gunboat have been destroyed or disabled) has
approximately 150 ships, not including harbor
cralt, and about 30,000 men. Mavy morale, as

5‘!5}"?
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(5] 5E T

OCROANTZATION OF ANTI-COMMUNIST FORCES, 3 MAY 1M0

Comm saned e Sirength Leyeliy Preseal Area Fulwre (1)
Tusp E-pu 150,000 * Chisng Kal-aheck Prlsnows * Fuklen, Tulwas
rul Chung-ha 1 50,500 Ll Twung-=jen Hunsn, Kwangs Ewings
Ha Thing-aan 195,000 Chlung Kal-shek Gty Ehnsl Gechwan
Chang Chua #2000 Chlang Fal-ghek Talwes Talwas
Emeh Toeh 53,000 Undetarmined Ewsntang Ewuntung
Chen Cheng 30,008 »* Chisny Kul-ahek Talwan Talwsa
Lin An-shl 30,000 Chisng Kul-gthak Tulngtas Talwsn {7}
Tolal Combet Forcta [ HE ]
Berviee wnd Mlesllapssus
Troops 500,000
Total 1,343,000

Mode: ® Bubject b5 revidion when Mallsgals withdrawsl from Bhenphad by clarifed—ast eriimate of
sirengih in Ehanghal was 100600, The other troops meder Tunmg (1500000 are withdrawing scuthwnnd

from Manking-fhanghal ares.

** Humber could be sngmenisd by Matbonalich withdmawals from the malalapd,

i3 the other services, ls extremely low and
Communist lnfiltration af the nary continues.

(4) Logistics,

The Nationalist field forces have besn de-
pleted ln numbers and deprived of the larger
part of thelr weapons, and
equipment. Thelr central supply organkza-
tiom 1s now defunct and, more lmportant, thelr
central supply base, from which unlt materisl
replacements had previously been cbtalned, is
now non-existent ‘The Mationalist fAsld com-
manders Gnd themeslves facing logietics gloml-
lar to those encountered by Communist fleld
commanders & year mgo. The Hablonalisis
miksh now depend largaly upon thelr cwn pri-
vate resources and ingenuity for logistic sup-
port. The eotl-Communist forees, larpely
confined to marginal reglons, will hold only
two areas whizh can presently contribute sub-
stantial logistle support. These are Gzsch-
wan, with some 13 major arseoals as well as
rich sgricultural resources, and Talwan
Talwan, which produces an apricultural sur-
plus, has lately recelved U8 military aid ship-
ments as well a5 arsenal lnstallations frans
ferred from the lower Tangize Valley,

The northwest, In contrast regulres alr
supply, aod the enbire sweep of southern
Chinga ls incapable of supporting large srmies
and broad-scale military operations over an

5E

extepided perfod Lomg-lerm resistapnss In
thess areas, therefors, would requice o steady
Bow of supplics, both military and economic,

50 loog a3 the loyally of the peopls In thoss
wreas 15 retalned.

d. Present and Fulure Operations,

The cbjective of the latest Chiness Commu-
nist cifensive, begun on 20 Aprll, Is to secure
Lthe lower Tangize Valley from Seechwan ko the
sea and at the came tUme drive a wedge deep
lnto south China in erder Lo separats the forees
of Pad Chung-hsl and L4 Trung-jen lo Ewangsl
from those af Chisng Falehek in the sooth-
east, The southern drive oo Canton and Foo-
chow, additlonally, will secelerals fragmenta-
ton of the Metlonallst Government by forelng
further Silght to Talwan or Chungiing or pos<
shly to both,

The primary Communist objective probably
will be realized by the eod of August. At ne
ilme from pow oo can the Hatlonallsts be ex-
pectad to put up mote than token reslstance,
sinee thelr first concern will be withdrawal of
thelr remalning troops Intact to Talwan and
Lhe more remote areas of the southwest. By
the end of 1949, in consequence, the Chiness
Communlsls probably will exercise military
contrel over all of mainland China from Man-

ET
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churia south ts Heanglung and from the
easiern border of Baachwan to the sea

(1) Communisi Mlliery Problems.

Although the Communist forces have all
the advantages at when they mave

& great of where the local
Is elther pobively or potentially hog-
tie Tha Communist prmles =i

The acqulstion of Talwan s ansther prob-
lem for the OCF: The Comrmonist armies have
oo emphibious experiencs of trelnlng. At
present, they lack the requisis shipping to
underiake an assault on Talwan, Ths lack
af amphibdons experiencs, moreover, may force
ithe CCF Lo be satlsfied with the much slower
political methads of underpround sctlen ta
accomplish thelr conguest of the fsland.

Perhaps the largest problem faclog the COP
liez In prevenling the military machios from
outrunning thelr abllitles for political con-
colldation. To halt thelr vietoriows armbes
would not only belie CCT but
would probably shake troop morale from top
ks bottom Ower-all success, therelore, de-
pends upon the malntepance of & very dellcate
balanse between COP milltary scquisitions and
politlcal preparedness.

(2} Nallonalis? Problems,

Problems currenily facing the rémalning
Natlonalist Armed Forces appear to be inzur-
mountivsz The present eentrifugl tendency
In Nationalist China is & recreation of condl-
tlans once almost nabtlon-wide, which the sur-
¥iving warlords understand well, but whizh
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munist lagislic and morale problems whick un-
doubtadly wowld remalt from too fest & take
:mmmmmum:mum.mm.
hodical area-by-area congquest and |t be
:mamwmmnuunqmunﬂm
anti-Communist resistance 1n China. The
south and southwest will probably be the first
two enlries on the OCP milltary thme-table and
the coup de grace reserved for the Mas in the
Horibwest,

4, Economic Sivafion.

a, Mafiomalist China,

The economie activibles of the National
Cavernment in Canton and of sach provincial
government (except Talwan and Szechwan)
are largely ccwfined Lo the search for suffcient
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revenue to maintain thelr military and politl-
cal power. Economic and commercial paral-
stz throughoat mest of npon-Communist
China has pauperized both the Mathooal and
mast provincial governmenta

The financial pasition of the National Gov-
ernment at Canton by despermts. It has -
fered from a serious decrense In revente be-
canss of |ts inahllity to collect taxes, Lhe wide-
spread repudiation of the national
mu;mm#mwuﬁ
In additton, Staleowned lndusicles and en-
terprises bave largely csased fo opemie and
ihe profils of many remalning plants are Do
longer avallable to any but local political ad-
minlsiratione Feserves of pold and iver
stlll under Canton's contrel are very limited
and maost governments are repartad
to be In & dmilarly serious fscal gtuatlon

"hile most of non-Communist China is im-
paverished, Siechwan and Talwan are excep-
tons, Both areas possess a relatively sound
sconomy. Other lmportant Nabooalist as-
£ets are & coostderable amounk of coastal and
oetan shipping and the gold bullion io- Tal-
WaL

& Communint Chinag.

(1) I'miermal Problemi.

(a) Ecomomie Objeciieer. The frst eco-
nomic objectives of the Communists will be:
(1) the asquisition of all azseis owned by the
Mitional Government and “bursswcralic cap-
italists™; (2) the preservatlon of govern-
menial financial and commencial institutions;
and {3} obtainlng the suppart of productive
elemenis of saciely. The Natlonmalist asseis
least accessible to the Communiels are the
three millbon-odd cunces of gold controlled by
Chiang Halshek, the overseas assels and
heldings of the Government wnd its “war erim-
inal™ offictals, private holdings and the million
tons of shipping oow in Hationalist hands
it is unlikely that an appreciable amount of
industrial plant will be removed Lo NHationallst
dreas, and Lhe Communicts should lnherii HNa-
lionalist industries largely Intact.

{b) Food Problsms, While the poesibility
exizts that the Communlsts may not be able
to overcome the war's disruption of markeling
facilities in a short Ume and that Manchurian
surpluses may be pre-empted by the USSD,
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no starvation ks expected in Communist aress
before the June harvests, except ln some
flooded or war-desclated localitles.

Although the coastal cities long have im-
ported rice, pralns and vegetable oils, becauss
ol lh.um;h.nuuﬂtrn.mpm‘l from Inlamd
prndmtmhm:h.tmmm
thers 13 probably enough food 16 the
Valley to supply these clties, If the
CCP can salve the problems of collection and
distribution.

(e} Development of Transporiclion ond I'n-
daglry, That some in Indosidal re-
construction has begun s indicated by reports
from Manchoria, Tsinan, Peiping, Tientsin,
and many Lowna in Morth China which show
that the respening of industries and raflroad
reconstructlon o Uberated towns Is a high-
priority Lask Shortages of raw malerial,
power, and skillsd Labar will contlnue o lmit
Communist devclopmeni of lndusiry after
control over Central Chioa Is consolidated
sk, writh the exceplion af petroleum and pos-
sibly colton which must be imported, there
will be sulficlent rescurcss o ran most exisl-
lop Industry at & high level of capaczity.

larger quantities and ms sech large oll con-
SUmMETs &5 powel companles am reconverted
to coal Domestle collection of cottom for
textiles, China'’s chief Indusiry, will be large
and, together with present siocks i Shang-
hal, should be nearly adegquats for this year's
nesds, Rehabilitated railroads, togeiher with
captured junks and barges on the Yangtze
River and Its tributaries, should provide ade-
quate internal transportation for essential

{d) Gaining Suppori of Produclizse Ele-
rments, The COP will try to galn the sctlive
suppart of productive elements ln the middie
elateas who may not yei be entirely convineed
of the bountiful UWe which is promised ander
the Communist order, The Communists have
declared that taxes must not be confiscatory,
that governmental enterprises harmfal to pri-
vate enterprises shall not be permitted, that
workers muost not demand excessively high
wages, and generally that all means will be
ntilized to encourape private industris] pro-
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lishment of m stabls and fNexible currency
which will be adequaie for the commercial
and Industrinl needs of Worlh and Central
Chins Conditioned by the recent Wational-
ist experience with paper currency, the Com-
munists in the mmsdiats pressnt may con-
tiouoe to rely on & less Oexible exchange ys-
tem based on barter and tax paymenis in
grain wnd other comesodities. 'To date, the
Comumunists have been sufficlently successiul
in eollecting mgricultural output, which has
provided Lhem with a substantial ssuree of
rEvenue

Although transportation and markeling
difficuliies will hinder domestic trade, bobh
state and, La & lesser degree, private -n-nquml':e

has been encouraged by the COP's commer-
cial policy and probably will continge Lo be.
“Liberation™ of the Yangtze Valley will prob-
ably yield to the Communists the huge col-
lection-and-sale apparatus of the Central
Trast and other Naticnal Government agen-
=hu.ﬂtmruuudn:mﬁmlrmﬂhmn;
ithe Commanist stale
mﬂﬂlqnhﬂhlﬂﬂﬂmnttb
glon will be an lmpertant factor in curing
the present paralysis of Internal commearee
by restoring the normal integratlon of the
Ceniral mnd Horth China economiss

(2) Extermal Problems.

(o) Requirements In Forelpm Trade Pe-
troleum, cotton, and the millread, factory, and
power equipment nesded for reconstruction
are the principal lmports that the Commu-
nists will requlre during the pext year. In-
adeguats amounts of any af thess fems will
seripusly hamper sconomlc pecowery. Fuel
all requiremenls can be met In part by the
substitutisn of coal, which shonld be avall-
able In quantty to the Communists. But
kerosens, gasollne, lubricants mnd other pe-
troleum products which bhave no substitules
must be lmported Cuorrent Chiness con-

Insluding aviatlon gasoline, is 15-34
milllon barrels annuely and 10-12 milisn
barrels would probably be & minlmum con-
tinuing mnnual requirement, with full utiliza.
tion of coal and with no Increase in the level
of economic activily.

Feconstruction requifements for China mre
enormous. A minimum reconsiruction pro-
gram, calling for rebuilding China's prewar
industry and raliroads and perhaps one-half
of Manchuria's peak industrial capacity,
would require imports of 05 $300-5500 million
In Ching and a similar amaont in Manchoria
The bulk of the expefiss waiild be for railroad
equipment; the remainder would largely be
textile, minlng, and power machinery and
equipment. Reconstruction offers special dif-
ficultles Lo the Communisis sinee sabstantial
credils or investments from the USSR are un-
likely and there are severe political obstaches
in the way of Western investments, In the
nexl few years, the Chinese Communists will
e confronted with the problem of paying for

j_g;.ﬂ“"
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their rehabllilation through their ewn efforts.

(b} Trode aith the USSR, Soviet domina.-
ton of Manchoris will be & major factor in
directing the course of China's foreign trade
in the pexi year. The Ssviet Unlon will eon-
Linye to lake most of Manchuria's grain and
soybean crops to meel the deficlis of edible
olls throughout the USSH and of food In the
Boriet Far East. ‘The total walus of these lm-
ports from Manchuris may well be o excess
of U3 $100 milllon annually, at workd market
prices. In China Proper, the USSR does not
have the same dominant position with respect
o forelgn trade that It enjoyw in Manchuris.
The forelgn trade of China Proper 15 more
Lkely to be directsd to the non-Soviet coun-
ftries because of the limitsd market In the
USSR for such important Chinese exports as
bristles, processed eggs, handierifty, and coal,

The disadvantages to China of the Man.
churlan brede with the USSR derive
from the cheap monopoly price that the Bo-
viets have been able Lo obfaln oo soybeans,
the chie! Manchurian export. Through lts
controd of the Manchurian railronds and the
part of Dalren, the USSR has been able Lo
prevent the export of Manchurian products to
world markets HNeceszzarily, trade with the
Soviet Unlon on such unfavorable terms tends
o lmpalr China's asbility to fnance her
essential Ilmpart requirementzy In China
Froper, thé Communists will be freer to maxdi-
mize their return by directing their exports
Lo whatever counbry offers the highest pricea.
Exparis 10 non-Soviet countries will provide
the Chinese directly with the means nesded
bo eblaln essentinl imports, such as petrolews,
railroad equipment, electrical and other in-
dustrial machinery, and chemicals—products
which cam be obtalned from these countries
more readily than from the USSH

(e} Trade with the 'S, The advantage of
CCP Lrade with the West and with Japan lies
in tbe character of China's import require-
ments and her export markets. These ad-
vantages particularly apply to U5 trade,
which, in the postwar period, has besn the
largest of any country's with China.
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The US would be a major source for petro-
leum, certain types of eapital equipment, and
vehicles, If the US alone were excluded
from trade, Japan, the UK, and other West-
ern countries might Gl a portion of China's
reconstruction needs but 6 B unlikely that
these counlbries can make sufficlent capital
goods exparts In the pext year to ealisly all
of China's requirements,

Hot only will Chins be foreed to
depend on the U3 for essential imports, but
the market for many Chinese commodities
such as handierafts, tung ofl, and animal
producis s determined by US demand Wers
the US market ellminated, China's exports
would be reduced substantially, her export in-
dustries depressed, and her ability to pay for
needed Imports greatly restricted. China's
chances for econdmbe recovery In such elreum-
stances would be small,

{d) Trade wilhy Sopan Gmaller
tlunumhwmﬂdpernlthpnhwmthl
world market for many of China's exports.
In the case of Chioa's af such bulk
eommdities ag cgal, lron ore, and salt, Japan
woild be the ooly commercially Imporiant
feasible markel In relum, Japan could sell
5 China machinery and rallrosad squipment
which rlgnificantly would ald the OCP re-
habilitation program. Trade, profitable to
both countries, conld in & few years total US
£3-400,000,000 mnoually, an amount which
would be a substantisl portion of Chinss tatal
forelgn Lrade

Although Chinese ntipathy toward the ln-
dustrial revival of Japan by a palities] factor
militallng against such large-acals trade, it is
very likely that the urgent esonomle eonsid-
erabions of recovery will overtide such an ob-
Jeetion,  Indeed, the CCF's Minlstry of Indus-
iry and Commerce In Tienbsin suggested re.
sumption of Japan trade ln April and Premier
Yoshida has repeatedly declared that Japan
"will and must” trade wilh China. Japan's
market, as well as that of the US, Is very im-
portant in the long run for the achlevement
of Chinese economic Independencs and re-
COVETY.
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EMCLOSURE A

DISSENT OF THE INTELLIGENCE ORGAMIZATION, DEPARTMENT OF STATE

Thhtﬂﬂmmuhm
ment of State diszents from the subject report
on the grounds that |t does not give
treatment to the lmplieations of the antic-
ipated desire of & Communist Chine for in-
ternational recognition.  The treatment bere-
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In accorded this highly complex and technical
subject makes for an over-smplification which
&= consldered unsatisfartory In view of the lm-
portant policy decislons lnevitably nvolved In
the present Chinese situation

T 21

48



